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A. REGISTRANT IDENTIFICATION

NAME OF BROKER-DEALER: OFFICIAL USE ONLY
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FIRM 1.D. NO.
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NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT
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B. ACCOUNTANT IDENTIFICATION
INDEPENDENT PUBLIC ACCOUNTANT whase opinion is contained in this Report®

Ernst & Young LLP
{Neyr = of Mevidue, Kiety ixdf, (rat, miciche rame)
5 Times Square Now York NY 10028
{Adcrees) e {Stat) {Z Code)
PROCESSED
CHECK ONE:
& Certifiad Public Accountant ‘APR 3 02008

O Pubile Accountant
0O Accountant not resident in United States or any of its possessions: THOMSON REUTERS

FOR OFFICIAL USE ONLY

*Claims for exemption from the requirement that the annuel mport be covared by the apinicn of an independent public eccountant
must ba supporied by a statament of facts and drcumstances reffed on a5 the basis for the exemption. Seo section 240.17a-5(8)(2).

Potential parsons who are to respond to the collection of

infarmation contained in this form are not required to meapond

unless the form disploys @ currently valld OMB contral number.
SEC 1410 (08-02)



OATH OR AFFIRMATION

) Wavna Ellison , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financiel statements and supporting schedules pertaining to the firm of
RenCap Securities, Inc, as

of December 31, .20 07 . are true and correct, [ further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprigtary interest In any account
classified solely a5 that of a customer, except as follows: )

Commission Explres Juy 7. ...

W ot L .

Netary Public

EOWART TORKA -
Notry Public, Sttaot h.» - .
No, 01TD614905 -
Quelifted in Queeny Ci: - - ignztute
CoO

This report ** contains (check all applicable boxes):

O (a) FacingPage.

O (b) Statement of Financiai Condition.

0 (c) ~Statement of income (Loss).

O (d) Statementof Cash Flows.

O (e) Statement of Changes in Stockholderg’ Equity or Partners’ or Sole Propretor's Capital.

O (f) Statement of Changes in Liabilities Subordinatad to Clalms of Credilors,

O (g) Computation of Net Capital.

O (h)  Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

O () information Relating to the Possassion or Control Requirements Under Rule 15¢3-3,

O () A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15¢3-1 and
the Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

O (k)  ARetonciliation between the audited and unaudited Statements of Financial Condition with respect to methods
of consclidation.

B () AnOathor Afirmation.

00 (m) A copy af the SIPC Supplementai Report,

O (n)  Areport describing any material inadequacles found to exist of found to have existed since the date of he
previgus audit.

B (0) Independent suditor's report on internal control,

O () Schedula of segregation requirernents and funds in sepregetion ~ customers' regulated cormmodity futures
account pursuant to Ryle 171-5.

"*For conditions of confidential treatment of certain portiens of this filing, see section 240,17a-5(e}(3),
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Report of Independent Registered Public Accounting Firm on
Internal Control Required by SEC Rule 17a-5(g)(1)

To the stockholder and Board of Directers of
RenCap Securities, Inc.

in planning and performing our audit of the financial statements and supplemental
schedules of RenCap Securitles, Inc (the "Company”) as of and for the year ended
December 31, 2007, in accordance with auditing standards generally accepted in the
United States, we considered its internal control over finandal reporting (“internal
control”), as a basis for designing our auditing procedures for the purpose of
expressing our opinion on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of the Company's intermal controt.
Accordingly, we do not express an opinion on the effectiveness of the Company’s
Internal control,

Aiso, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission
("SEC”), we have made a study of the practices and procedures followed by the
Company, including conslderation of control activities for safeguarding securities, The
study included tests of such practices and procedures that we considered relevant to
the objectives stated in rule 17a-5(g) in making the periodic computations of
aggregate Indebtedness and net capital under Rule 17a-3(a)(11) and for determining
compliance with the exemptive provisions of Rule 15¢3-3. Because the Company
does not carry securities accounts for customers or perform custodial functions
relating to customer securities, we did not treview the practices and procedures
followed by the Company in any of the following:

1. Making quarterly securities examinations, counts, verifications, and
comparisons and recordation of differences required by Rule 17a-13

2. Complying with the requirements for prompt payment for securities under
Section 8 of Federal Reserve Regulation T of the Board of Governors of the
Federal Reserve System

The management of the Company is responsible for establishing and maintaining
internal control and the practices and procedures referred to in the preceding
paragraph. In fulfilling this responsibility, estimates and judgments by management
are required to assess the expected benefits and related costs of controis and of the
practices and procedures referred to In the preceding paragraph and to assess
whether those practices and procedures can be expected to achieve the SEC's above-
mentioned objectives. Two of the objectives of internal control and the practices and
procedures are to provide management with reasonable but not absolute assurance
that assets for which the Company has responsibility are safeguarded against loss
from unauthorized use or disposition, and that transactions are executed in
accordance with management’s authorization and recorded property to permit the
preparatlon of financial statements in conformity with generally accepted accounting
principles, Rule 172-5(g) lists additional objectives of the practices and procedures
referred to in the preceding paragraph.

Because of Inherent limitations in internal control and the practices and procedures
referred to above, error or fraud may occur and not be detected. Also, projection of
any evaluation of them to future periods is subject to the risk that they may hecome
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inadequate because of changes In conditions or that the effectiveness of their design
and operation may deteriorate.

A control deficiency exists when the design or operation of a control doe_s not .allow
management or employees, In the normal course of performing their _ass_lgned
functions, to prevent or detect misstatements on a timely basis. A significant
deficlency is a control deficlency, or combination of control deflclencies, that
adversely affects the entity’s ability to inltiate, authorize, record, process, or report
financial data reliably in accordance with generally accepted accounting principles
such that there is more than a remote likelihood that a misstatement of the entity’s
financial statements that Is more than inconsequential will hot be prevented or
detected by the entity's internal control. A material weakness is a significant
deficlency, or combination of significant deficiencies, that results !n more than a
remote likelihood that a material misstatement of the financial statements will not be
prevented or detected by the entity’s internal control,

Qur conslderation of internal control was for the limited purpose described in the first
and second paragraphs and would not necessarily identify all deficiencies in internal
control that might be material weaknesses. However, we ldentified the following
deficiencies invoiving Internal controls that we consider in the aggregate to be a
material weakness, as defined above. These deficiencies were considered In
determining the nature, timing, and extent of the procedures performed in our audit
of the financial statements of the Company as of and for the year ended December
31, 2007, and these conditions do not affect our report on the financial statements of
the Company dated March 27, 2008. As of December 31, 2007, the Company over-
accryed certain compensation costs. The over accrual resulted from the
misapplication of accounting standards generally accepted in the U.S. to a new
incentive compensation plan offered to certain employees during the fourth quarter
of 2007. This resulted in misstatements in the Company’s general ledger and
December FOCUS report. In addition, we noted significant reconciling ltems within
the Company's Detember 31, 2007 recelvable from clearing broker account
reconcillation that were not resolved in a timely manner. These reconciling Items
were not resolved until March 25, 2008. However, we noted that the Company
properly reflected these reconciling items as non-allowable assets in Its net capital
computation pursuant to SEC Rule 15¢3-1. Finaliy, due to late posting of
transactions between the Company and certain forelgn afflliates, the Company’s total
assets and total liabilities were understated on both the general ledger and FOCUS
Report and because the assets were non-allowable pursuant to SEC Rule 15¢3-1, net
capltal was overstated on the FOCUS Report. The Company's December 31, 2007
financial statements have been adjusted to reflect the impact of these items. The
net impact of these items was a reduction of approximately $1.1 million to
Company’s net capital. At December 31, 2007 the Company had excess net capital
of $3.5 million. The Company has represented to us that they have updated their
procedures to address these matters, Including weekly status calls between finance
and operatlons, to ensure that reconciling items are being actively investigated and
cleared on a timely basis.

We understand that practices and procedures that accomplish the objectives referred
to in the second paragraph of this report are considered by the SEC to be adequate
for its purposes in accordance with the Securities Exchange Act of 1934 and related
regulations, and that practices and procedures that do not accomplish such
objectives in all material respects Indicate @ material inadequacy for such purposes.

A membey fiems of fenst & Young Clobal Limited



£l ERNST & YOUNG B Ermat & Yourg LLP

However, we noted certain matters as described in the preceding paragraph that we
consider, in the aggregate, to be 3 material inadequacy. As noted in the preceding
paragraph, the Company has represented to us that they have updated their
procedures to address these inadequacies, including weekly status calis between
finance and operations, to ensure that reconciling items are being actively
investigated and cleared on a timely basis.

This report is intended solely for the information and use of the Board of Directors,
management, the SEC, the Financial Industry Regulatory Authority, and other
regulatory agencies that rely on Rule 17a-5(g) under the Securities Exchange Act of
1934 in their regulation of registered brokers and dealers, and is not intended to be
and should not be used by anyone other than these specified parties,

émt ¥ MLLP

March 27, 2008

END
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